
Federal and State Tax Credits for Rehabilitating Historic Buildings

Do you own an historic building that is either listed or is eligible for listing on the Virginia
Landmarks Register and the National Register of Historic Places? If so, you may be eligible for tax
credits to assist you in the cost of rehabilitating that historic building. If you own an historic building
that contributes to the historic character of an historic district that is listed on the registers you may
also be eligible for tax credits in the cost of rehabilitating that building. Since 1976 federal tax credits
have provided a generous incentive for the rehabilitation of income-producing historic buildings in
Virginia. The additional incentive of state tax credits, offered by the Commonwealth of Virginia since
1997, has also encouraged a substantial increase in the number of buildings being rehabilitated.
Projects completed in 2003 leveraged $184.1 million in private investment. Both the federal and state
tax credit programs in Virginia are administered by the Virginia Department of Historic Resources.

What kinds of properties qualify for the tax credits? In addition to the property being listed or
eligible for listing on the State and National Registers, the federal rehabilitation tax credit is available
only to owners of income-producing properties (i.e., commercial or rental/residential), while the state
tax credit is available to owners of income-producing properties as well as private residences. The
federal tax credit is a dollar-for-dollar reduction of a property owner's federal income tax calculated
as a percentage of eligible rehabilitation expenses. In other words, approved rehabilitation projects
will qualify investors for a 20% tax credit, which means the property owner can claim 20% of the cost
of the rehabilitation. The state tax credit works in a similar fashion; however, the property owner will
receive a 25% tax credit for approved rehabilitation projects, which means the owner can claim 25%
of the cost of the rehabilitation as a credit against state income tax state income tax.

Other provisions must be met for rehab expenses to qualify for the tax credits. For the federal
tax credit the work must be considered a "substantial rehabilitation" which means the work must
exceed the value of the adjusted basis cost of the building or $5,000, whichever is greater. The
adjusted basis of the building is the owner's cost of the property (less the value of the land) plus the
cost of any capital improvements less depreciation taken. For the state tax credit the cost of the rehab
must exceed at least 25% of the assessed value of owner-occupied residences (the value of the land
not included), while the cost of the rehab must exceed at least 50% of the assessed value of income-
producing buildings.

If your property and rehab project meet these requirements and you wish to take either the
state or federal tax credits or both, you must apply to the Virginia Department of Historic Resources
to have your rehab project approved. All rehab work must be consistent with The Secretary ofthe
Interior's Standardsfor Rehabilitation for a project to be approved. These ten standards are
guidelines for determining the appropriate types of changes to be made and treatments to be applied
to historic buildings.

What are some expenditures that qualify for the tax credits? Besides the actual costs
associated with rehabilitating the historic structure, they include construction interest and taxes,
architectural and engineering fees, legal and professional fees, developers' fees, and general and
administrative costs. What are some expenditures that do not qualify for the tax credits? They
include: acquisition costs, interest, and taxes; realtors' fees; paving and landscaping costs; and sales
and marketing costs.

The state and federal governments will reward you for rehabilitating historic buildings in the
Commonwealth. Why not take advantage of the opportunity to be a better steward of these fine old
landmarks? If you are interested in finding out more about the tax credit programs you are welcome
to contact Chris Novelli in the Richmond office at (804) 367-2323, Ext. 100 or email him at
Chris.Novellifdhr.virginia.gov. Questions can also be directed to David Edwards, Director of the




































































































































































































